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Abstract 


The  market  for  applications  management  outsourcing  is  being  impacted  by  several 
trends:  the  trend  toward  smaller,  more  targeted  outsourcing  contracts,  the  continuing 
change  to  a  client/server  environment,  the  emerging  importance  of  Internet-  and  intranet- 
related  activities,  and  the  transition  from  mainframe-based  legacy  systems.  This  market 
is  also  being  impacted  by  business  pressures  on  IT  departments,  changing  industries,  the 
reengineering  trend  and  heightened  competitive  and  cost  pressures. 

These  trends  are  creating  opportunities  for  transitional  applications  management 
outsourcing  in  which  the  legacy  environment  is  supported  by  the  vendor.  In  addition,  the 
distributed  environment,  which  now  includes  Intemet-  and  intranet-related  activities, 
offers  further  opportunities  for  applications  management. 

This  report  identifies  the  ways  in  which  applications  management  outsourcing  is  being 
used  to  improve  business  operations.  It  examines  both  user  and  vendor  points  of  view 
and  identifies  opportunities  for  both.  It  examines  the  benefits  expected  from  applications 
management  outsourcing  by  users,  and  the  drivers  and  inhibitors  of  the  decision  to 
outsource.  It  identifies  the  decision  makers  in  large  and  smaller  user  organizations,  and 
users' key  vendor  selection  criteria. 

In  addition  to  an  analysis  of  the  market  for  applications  management  outsourcing,  this 
report  provides  a  forecast  of  market  growth  through  the  year  2001.  The  report  also 
explores  the  impact  of  architecture  and  functionality  on  the  likelihood  of  outsourcing 
applications  management  and  the  technology  considerations  that  influence  the 
outsourcing  decision.  Users'  current  priorities  regarding  Intemet-  and  intranet-related 
activities  are  identified. 

This  report  is  based  on  a  subset  of  data  from  a  primary  research  project  involving  over 
75  telephone  interviews  conducted  with  leading  North  American  companies  across  a 
number  of  industries. 

This  report  contains  70  pages  and  42  exhibits. 
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Introduction 


The  compound  annual  growth  rate  (CAGR)  of  the  appHcations  management 
outsourcing  market  in  the  U.S.  for  1996-2001  is  forecast  at  21%.  This  strong 
growth  rate  is  being  driven  by  a  number  of  market  trends: 

•  Pressures  on  IT  organizations  to  contribute  to  the  accompUshment  of 
business  goals 

•  The  growing  importance  of  applications  in  critical  business  processes 

•  Migration  of  legacy  systems  to  distributed  environments 

•  Increasing  complexity  of  applications 

•  Cost  pressures 

•  Limited  resources 

•  Heightened  competition 

•  Accelerated  pace  of  technological  change 

•  The  emerging  importance  of  Internet-  and  intranet-related  applications 

•  A  more  selective  approach  to  outsourcing 

These  forces  are  creating  a  growing  demand  for  the  outsourcing  of 
applications  management,  resulting  in  new  opportunities.  The  new 
challenge  is  to  implement  change  seamlessly  without  investing  in  additional 
permanent  resources,  while  remaining  flexible  and  responsive  to  change. 

Companies  have  become  more  comfortable  with  outsourcing  practices  and 
more  willing  to  use  outsourcing  to  achieve  business  goals  and  manage 
change.  Users  are  beginning  to  leverage  applications  management 
outsourcing  to  avoid  further  hiring,  while  enabling  their  staffs  to  focus  on 
core  competencies  and  mission-critical  applications.  They  are  finding  the 
outsourcing  of  applications  management  especially  critical  for  success  in 
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certain  technological  circumstances,  such  as  those  involving  complex 
communications  requirements. 

Vendors  are  beginning  to  recognize  the  applications  management 
outsourcing  opportunity,  yet  few  have  re-positioned  to  target  applications 
management  outsourcing  aggressively  and  no  market  leader  has  emerged. 
Vendors  will  need  to  adapt  their  capabilities  to  satisfy  the  emerging  demand 
for  Internet-  and  intranet-related  activities,  while  competing  for  traditional 
skills  as  Year-2000  projects  absorb  much  of  the  available  pool  of  legacy  skills. 


Scope  and  Purpose 

1.  Scope 

This  report  is  one  of  a  series  of  INPUT  reports  on  the  outsourcing  market 
(see  Section  D,  Related  INPUT  Reports).  This  research-based  effort  focuses 
specifically  on  applications  management  outsourcing  requirements  and 
practices.  INPUT  defines  applications  management  outsourcing  as  having 
the  following  characteristics: 

•  Applications  management  outsourcing  is  a  long-term  (greater  than  one 
year)  relationship  between  a  client  and  a  vendor  in  which  the  client 
delegates  some  or  all  of  the  applications  systems  to  the  vendor. 
Information  system  outsourcing  must  represent  a  major  component  (at 
least  30%)  of  the  arrangement. 

•  The  vendor  has  full  responsibility  for  maintaining  and  upgrading  some  or 
all  of  the  application  systems  that  a  client  uses  to  support  business 
operations  and  may  also  develop  and  implement  new  application  systems 
for  the  client. 

•  The  applications  management  contract  differs  from  traditional  software 
development  in  the  form  of  the  client/vendor  relationship.  Under 
traditional  software  development  services,  the  relationship  is  project 
based.  Under  applications  management,  it  is  time  and  function  based. 
These  services  may  be  provided  in  combination  or  separately  from 
platform  outsourcing. 

The  focus  of  the  research  is  on  the  outsourcing  practices  of  U.S. -based  user 
companies  and  the  characteristics  and  opportunities  of  this  changing  market. 


2 


©  1997  by  INPUT.  Reproduction  Prohibited. 


0SB6 


OPPORTUNITIES  IN  APPLICATIONS  MANAGEMENT  OUTSOURCING 


INPUT 


2.  Purpose 

If  applications  management  outsourcing  (AMO)  is  to  be  beneficial,  companies 
need  to  understand  the  many  practical  aspects  of  its  operation  and  vendors 
need  to  understand  the  potential  market,  its  drivers  and  inhibitors,  and  the 
factors  of  success.  Accordingly,  this  research  addressed  the  following  major 
questions: 

•  What  is  the  size  of  the  current  and  future  market  for  AMO?  What  is  the 
growth  rate? 

•  What  types  of  applications  will  be  considered  for  outsourcing? 

•  Who  are  the  decision  makers  in  the  purchase  of  AMO? 

•  What  are  the  business  and  technical  drivers  of  the  decision  to  outsource? 

•  What  are  the  benefits  of  AMO? 

•  What  are  users'  Internet-  and  intranet-related  priorities? 

•  What  inhibits  users  from  outsourcing? 

•  What  are  the  concerns  of  vendors  of  AMO? 

•  What  are  key  opportunity  areas  in  the  outsourcing  of  applications 
management? 

Readers  of  this  report  will  be  assisted  in  a  number  of  ways: 

•  Users  will  be  able  to  evaluate  their  own  practices  and  considerations 
against  those  of  peer  companies 

•  Vendors  will  be  able  to  shape  offerings  to  better  fulfill  user  demand 

•  Vendors  will  be  able  to  focus  more  on  the  components  users  are  willing  to 
outsource 

•  Vendors  will  be  able  to  evaluate  the  perceived  benefits  that  affect  users' 
willingness  to  outsource  and  the  technological  shortcomings  in  vendors' 
offerings 

•  Vendors  will  be  able  to  plan  future  offerings  to  target  emerging 
opportunities 
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B  ^  

Methodology 

This  report  is  based  on  telephone  interviews  conducted  with  representatives 
of  user  organizations  and  vendor  companies  who  were  knowledgeable  about 
applications  management  outsourcing  activities  within  their  organizations. 
Fifty  user  interviews  and  25  vendor  interviews  were  conducted.  Many 
industries  are  represented  in  the  user  sample.  Respondents  were  from 
companies  ranging  in  size  from  large  corporations  with  revenues  of  $500 
million  or  more  to  smaller  companies  with  annual  revenues  under  $500 
million.  These  companies  are  a  representative  sample  of  the  users  of 
applications  management  outsourcing. 

Vendors  active  in  providing  applications  management  outsourcing  were  also 
interviewed.  Twenty-five  structured  interviews  were  conducted  along  with  a 
number  of  unstructured  vendor  interviews.  Vendors  interviewed  represent 
applications  managers  with  diverse  experience.  Profiles  of  the  vendors  and 
users  interviewed  are  provided  in  Appendix  B. 


Report  Organization 

Chapter  1 — ^Introduction — describes  the  purpose,  methodology,  and 
organization  of  the  report. 

Chapter  II — ^Executive  Overview — ^presents  a  market  forecast  and  an 
overview  of  the  characteristics  of  the  applications  management  outsourcing 
market.  It  provides  conclusions  and  recommendations. 

Chapter  III — Analysis  of  the  Applications  Management  Outsourcing 
Market — ^identifies  the  decision  makers  in  the  purchase  of  applications 
management  outsourcing,  users'  perceptions  of  the  benefits,  expected  IT 
savings,  and  dangers  of  outsourcing  applications  management,  and  vendor 
selection  criteria  and  rankings.  The  chapter  also  discusses  vendor  concerns 
about  the  offering.  Finally,  it  examines  the  impact  of  Year-2000  projects  on 
this  market  and  the  future  evolution  of  market  demand. 

Chapter  IV — ^Analysis  of  Applications  Management  Contracts — examines  the 
typical  applications  management  outsourcing  contract  in  terms  of  value  and 
duration,  common  pricing  practices,  users'  perceptions  of  the  value  they  are 
getting,  the  catalysts  that  lead  users  to  outsource,  and  a  sampling  of  recent 
applications  management  outsourcing  contract  awards. 
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Chapter  V — ^Profile  of  Outsourced  Applications — examines  the  types  of 
apphcations  that  are  being  outsourced  as  to  architecture,  functionahty,  and 
other  technology  considerations.  Users'  current  Internet  and  intranet 
priorities  are  discussed. 

P  

Related  INPUT  Reports 

other  reports  from  INPUT  that  could  be  of  interest  in  relation  to  this  report 
include: 

•  Opportunities  for  Outsourcing  Supply  Chain  Management 

•  The  Impact  of  the  Internet  on  Outsourcing  and  Processing  Services 

•  Using  the  Internet  for  Business  Operations 

•  Pricing  and  Marketing  of  Outsourcing  Services 

•  Negotiating  Outsourcing  Contract  Terms  and  Conditions 

•  Outsourcing  Services  Competitive  Analysis 

•  Outsourcing  Vendor  Performance  Analysis 

•  Internet  Sales  and  Marketing  Directions 

•  U.S.  Applications  Solutions  Market,  1995-2000 

•  Outsourcing  Market  Analysis,  1994-1999 
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Executive  Overview 


Market  Forecast,  1996-2001 


1.    Market  Size 


The  market  for  applications  management  outsourcing  reached  $1.1  billion  in 
1996  and  is  forecast  to  reach  $2.9  billion  in  2001.  The  compound  annual 
growth  rate  (CAGR)  over  the  forecast  period  will  be  21%,  which  parallels  the 
overall  growth  of  the  outsourcing  market.  See  Exhibit  II- 1. 


Exhibit  11-1 


U.S.  Applications  l\/lanagement  Outsourcing  IVIarltet,  1996-2001 
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This  forecast  exceeds  previous  forecasts  for  the  appHcations  management 
outsourcing  market.  The  increase  is  due  to: 

•  Increased  external  spending  in  general  as  companies  accept  this  type  of 
outsourcing  as  a  valid  alternative  to  in-house-managed  operations. 

•  Additional  spending  on  new  areas  such  as  Internet-  and  intranet-related 
applications. 

In  its  forecast,  INPUT  only  includes  contracts  in  which  the  application  alone 
is  outsourced.  When  the  application  is  outsourced  as  an  aspect  of  platform  or 
business  processes,  the  application  management  service  is  included  within 
either  the  "application  operations"  or  "business  operations"  outsourcing 
categories. 

2.    Market  Drivers 

All  vendors  surveyed  observed  that  demand  is  increasing.  As  business 
pressures  intensify,  IT  managers  are  turning  to  outsourcers  to  help  them 
achieve  the  business  objectives  that  are  expected  of  them  by  senior 
management. 

Drivers  of  applications  management  outsourcing  market  growth  include: 

•  Increased  dependence  on  applications  for  improved  business  performance 

•  Transition  to  distributed  systems 

•  Increasing  complexity  of  applications 

•  Technological  change  and  the  desire  to  integrate/utilize  new  technology 

•  Reengineering  efforts  and  the  need  to  focus  staff  on  core  competencies 

•  Lack  of  enough  appropriately  skilled  personnel  in  corporate  roles  who 
can: 

-  Develop,  implement,  and  manage  new  applications 

-  Modify  and  maintain  legacy  applications 

•  Absorption  of  internal  resources  by  Year-2000  projects,  requiring  outside 
help  for  other  key  projects  and  transitions 

•  Cost  pressures 
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As  applications  increase  in  complexity,  it  becomes  increasingly  cost  effective 
to  outsource  their  management  rather  than  maintain  in-house  operations  for 
noncore  competencies. 

Year-2000  projects  are  not  only  creating  resource  constraints,  but  are 
threatening  to  absorb  available  budget  dollars.  One  way  users  are 
circumventing  budget  constraints  is  to  include  Year-2000  projects  within 
other  projects  for  which  budgeting  can  be  more  easily  approved.  Such 
projects  often  involve  applications  management  outsourcing.  Thus,  Year- 
2000  requirements  have  become  a  driver  of  market  growth. 


B  

Market  Characteristics 


1.    What  Benefits  Do  Users  Expect  firom  Applications  Management 
Outsourcing? 

IT  managers  are  under  pressure  from  senior  management  to  align  their 
activities  with  overall  strategic  business  goals. 

These  managers  want  to  achieve  the  following  goals: 

•  Focus  their  own  people  on  core  competencies  and  mission-critical  projects 

•  Minimize  spending  on  new  hiring,  especially  where  management  of 
nonstrategic  projects  is  concerned 

•  Contribute  in  a  timely  fashion  to  the  achievement  of  critical  business 
goals,  while  continuing  to  manage  other  operations  without  additional 
hiring 

•  Accelerate  project  completion  so  that  maximum  business  impact  is 
achieved 

Outsourcing  applications  management  is  becoming  an  accepted  means  to 
these  ends.  The  key  benefits  of  outsourcing  applications  management,  from 
the  user's  point  of  view,  are  indicated  in  Exhibit  II-2. 
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Exhibit  11-2 

Key  Business  Benefits  of  Outsourcing  Applications  IVIanagement 


Minimize  Requirements 
for  Additional  Internal  Staff 


Increased  Focus  on  Core 
Competencies 


Faster  Completion  of 
Project 
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1 .0                       2.0  3.0  4.0  5.0 

Average  Ratings  (5  =  "Very  Important") 

Source:  INPUT 

2.  User  Perceptions  of  the  Value  of  Applications  Management 
Outsourcing 

Nearly  four-fifths  of  users  surveyed  believe  that  they  are  getting  value  for 
the  price  they  are  paying  for  applications  management  outsourcing.  When  a 
user  is  able  to  make  a  successful  IT  transition  that  contributes  to  improved 
business  performance  and  is  accomplished  within  time  and  budgetary 
constraints,  he  believes  he  is  getting  value  for  his  expenditures. 

3.  User  Concerns  About  Outsourcing  Applications  Management 

Not  surprisingly,  users  are  concerned  about  the  cost  of  applications 
management  outsourcing.  This  concern  is  likely  to  prevail,  due  to  intense 
cost  and  competitive  pressures  in  most  industries. 

A  second  key  concern  is  that,  in  these  times  of  turmoil,  business  priorities 
could  change.  The  implication  is  that  the  user  fears  finding  himself  locked 
into  a  contract  that  no  longer  fulfills  a  priority  requirement,  while  needing 
assistance  with  new,  more  urgent,  priorities.  A  third  user  concern  involves 
staff  objections  and  morale  problems  that  might  result  from  the  hiring  of  an 
outside  organization.  The  relatively  low  ratings  of  these  two  concerns 
indicate  that  they  are  not  significant  barriers.  See  Exhibit  II-3. 
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Key  User  Concerns  About  Outsourcing  Applications  !\/lanagement 
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Source:  INPUT 

While  cost  and  staff  objections  are  traditional  outsourcing  concerns,  the  fear 
that  business  priorities  could  change  is  relatively  new  and  is  a  consequence 
of  the  current  turmoil  affecting  many  U.S.  and  global  industries.  Vendors 
need  to  address  these  concerns  with  a  flexible  approach.  The  turmoil  of  the 
1990s  represents  an  opportunity  for  both  users  and  vendors. 


4.    Key  Vendor  Selection  Criteria 

Users'  main  criterion  in  the  selection  of  an  outsourcing  vendor  is  the  vendor's 
experience  in  applications  development.  This  is  more  important  to  users 
than  outsourcing  experience. 

Cost  is  also  an  important  selection  criterion  and  tied  for  second  place  in 
importance  with  outsourcing  experience,  as  shown  in  Exhibit  II-4. 
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Exhibit  11-4 


Key  Vendor  Selection  Criteria 
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Source:  INPUT 

Many  vendors  are  dealing  with  users'  cost  concerns  by  developing  a  business 
case  for  their  services,  linking  projected  results  to  business  value  that 
accounts  for  total  impact  across  the  user  corporation.  In  some  cases, 
successful  business  performance  determines  vendor  compensation. 

A  clear  business  justification  facilitates  approval  of  expenditures  on  AMO. 


5.    Types  of  Applications  Management  Likely  To  Be  Outsourced 

The  trend  toward  distributed  systems  is  a  key  driver  of  this  market. 

Half  of  respondents  considered  the  likelihood  of  applications  management 
outsourcing  of  distributed  systems  as  high.  Transitions  to  distributed 
systems  affect  outsourcing  opportunities  in  two  ways: 

•  Transitions  motivate  users  to  seek  help  in  managing  the  transition  to  the 
distributed  system. 

•  Users  seek  outsourcing  help  with  existing  centralized  systems  in  order  to 
free  up  their  internal  staffs  and  redirect  them  to  a  more  strategic 
distributed  system  effort. 

Many  vendors  are  experiencing  an  emerging  demand  for  Internet-  and 
intranet-related  applications  management.  Although  users  initiate  many  of 
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these  projects  in-house,  the  projects  tend  to  become  larger  than  expected  in 
scope,  requiring  more  resources  and  expertise  than  anticipated  or  available. 

Niche  vendors  have  been  fulfilling  some  of  this  demand,  but  large  service 
firms  are  now  experiencing  demand  for  intranet  and  Internet  outsourcing 
services  from  their  existing  customer  bases.  See  Exhibit  II-5, 


Influence  of  Architecture  on  the  Likelihood 


of  Outsourcing  Applications  Management 


Type  of  Architecture 

influence 

Distributed 

High 

Internet 

Medium 

Intranet 

Mediunn 

Source:  INPUT 


/ 

6.    Intranet-  and  Internet-related  Activities  Currently  Most 
Important  to  Users 

Intercompany  communications  rank  as  the  highest  priority  use  for  Internet 
technologies,  from  the  user's  point  of  view.  To  users,  the  Internet  represents 
a  potentially  effective  and  inexpensive  means  of  reaching  client  and  prospect 
companies  as  well  as  suppliers  and  distributors  worldwide.  In  INPUT'S 
survey,  intercompany  communications  did  not  include  Internet-based 
transactions,  which  were  surveyed  separately  and  were  not  rated  as  high  in 
importance. 

Users  also  view  Web  page  content  management  as  a  priority  use  of  the 
Internet.  The  term  "content  management"  includes  such  activities  as 
content  preparation  and  refreshment,  the  solicitation  and  analysis  of 
customer  feedback,  and  other  content-related  services. 

Customer  service  and  creative  site  design  are  viewed  as  important  activities 
as  well.  Users  will  need  to  determine  which  of  these  priority  activities  should 
be  managed  in-house  and  which  it  makes  sense  to  outsource.  See  Exhibit 
II-6. 
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Exhibit  11-6 


Key  Internet-related  Priorities,  from  the  Users'  Perspective 


internet  Activity 

Percent  Ranl<ing  High 
in  Importance 

Percent  Ranking  Low 
in  importance 

Content  IVIanagement 

57% 

30% 

Intercompany 
Comnnunications 

54% 

30% 

Source:  INPUT 


At  the  top  of  users'  priority  lists  for  intranet-related  activities  are  intra- 
company  communications  and  intranet  access  to  corporate  data. 

Next  in  priority  are  collaborative  and  internal  publishing  capabilities.  Users 
recognize  that  all  four  of  these  activities  will  enhance  productivity  across  the 
user  organization  and  reduce  costs.  See  Exhibit  II-7. 


Exhibit  11-7 


Key  Intranet-related  Priorities,  from  the  Users'  Perspective 
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Source:  INPUT 


7.    Technology  Considerations  in  the  Decision  to  Outsource 

Key  considerations  reflect  the  problems  created  for  IT  departments  by  the 
move  to  distributed  systems  and  the  increasing  complexity  of  applications. 

Users  rate  complex  communications  requirements  as  the  primary  technology 
consideration  in  the  decision  to  outsource.  The  trend  to  network-centric 
computing  is  therefore  a  driver  of  the  decision  to  outsource. 

A  second  key  technology  consideration  involves  multiple  applications  and 
instability  of  code.  The  requirements  for  customization,  implementation  and 
management  of  integrated  software  packages  create  a  third  technology 
driver  of  the  decision  to  outsource.  Skills  to  handle  these  requirements  are 
often  in  short  supply  and  users  are  simply  finding  it  more  expedient  to 
handle  these  complexities  through  an  external  organization  than  to  try  to 
manage  them  in-house,  especially  when  they  relate  to  nonmission-critical 
areas.  See  Exhibit  II-8. 
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Exhibit  11-8 

Key  Technology  Considerations 


Complex  Communications 

3.9 

Requirements 

- 

m 

IVIultipie  Applications 

3.8 

Integrated  Software 

3.6 

=  \  

1 

0 

2.0 

 ^  =H— 

3.0 

 1  

4.0 

 1 

5.0 

Average  Ratings  (5  = 

"Very  Important") 

Source:  INPUT 


c  ^  

Conclusions  and  Recommendations 

1.  Conclusions 

A  number  of  conclusions  can  be  drawn  from  the  survey  data  regarding  users' 
priorities  and  perceptions  that  will  be  helpful  to  both  users  and  vendors 
participating  in  this  market.  These  are  shown  in  Exhibit  II-9. 
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Exhibit  11-9 

Conclusions 


•  Users  view  applications  management  outsourcing  as  a  means  of  enabling 
staff  to  focus  on  core  competencies,  while  minimizing  hiring  requirements. 

•  Cost  is  users'  prime  concern  when  outsourcing  applications  management. 

•  Users  select  vendors  primarily  on  the  basis  of  their  experience  in 
applications  development. 

•  Users  are  most  likely  to  outsource  the  management  of  distributed 
applications. 

•  Users  view  content  management  and  intercompany  communications  as 
key  Internet-related  activities. 

•  Users  view  intracompany  communications  and  access  to  corporate  data 
as  key  uses  of  intranets. 

•  The  need  to  align  IT  with  business  goals,  the  need  to  manage  transitions 
to  distributed  environments  and  increasingly  complex  applications  are 
drivers  of  the  decision  to  outsource  applications  management. 


Source:  INPUT 
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2.  Recommendations 

The  following  recommendations  summarized  in  Exhibit  11-10  will  be  useful  to 
vendors  in  shaping  appropriate  offerings  for  users. 


Recommendations  for  Vendors 


•  Use  a  market  approach  that  emphasizes  experience  in  applications 
development  and  outsourcing,  as  well  as  low  cost. 

•  Identify  and  emphasize  the  business  justification  for  your  services. 

•  Strengthen  capabilities  In  high-demand  areas:  distributed,  Internet,  and 
intranet  architectures. 

•  Build  extensions  and  flexibility  into  contracts. 

•  View  vertical  markets  that  are  undergoing  significant  change  as  opportunity 
markets. 

•  Leverage  applications  management  as  an  opportunity  for  further  business 
development  of  existing  customer  bases. 

•  Target  overseas  markets,  which  are  being  fueled  by  privatization  and 
increasing  competition. 

•  Excellent  management  of  the  customer  relationship  will  require 
responsiveness,  continuous  evaluation  of  user  needs,  and  education  of  the 
user. 


Source:  INPUT 

The  survey  data  is  useful  in  developing  the  following  recommendations  for 
users  in  their  evaluation  of  vendor  offerings  and  peer  activities.  See  Exhibit 
11-11. 
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Recommendations  for  Users 

•  Redirect  internal  resources  to  high-priority  projects  required  to  meet 
business  goals. 

•  Outsource  nonmission-critical  applications  management. 

•  Seek  vendors  with  experience  in  applications  development  as  well  as 
outsourcing. 

•  Build  flexibility  and  extensions  into  contracts. 

•  Leverage  applications  management  outsourcing  as  an  opportunity  to 
minimize  hiring  requirements. 

•  Use  outsourcing  to  manage  the  increasingly  complex  requirements  of 
applications  in  distributed  environments. 

•  Require  vendors  to  demonstrate  the  business  benefits  of  their  services. 

•  Leverage  outsourcing  to  accelerate  project  completion  and  maximize 
business  impact. 

Source:  INPUT 
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Analysis  of  the  Applications 
Management  Outsourcing  Market 


A  

Buyers  of  Applications  IVIanagement  Outsourcing  Services 

Buyers  of  applications  management  outsourcing  are  found  in  many 
industries.  Industries  in  which  there  is  significant  change  occurring  are 
prime  users.  These  include  the  deregulating  industries  of 
telecommunications  and  utilities  and  those  in  which  extensive  consolidation 
is  under  way,  such  as  finance.  Included,  too,  are  industries  that  are  strongly 
impacted  by  technological  changes  that  enable  them  to  conduct  business 
electronically:  banking,  discrete  and  process  manufacturing,  and  retail. 

As  a  general  rule,  companies  in  transition  represent  an  opportunity  for 
applications  management  outsourcing. 

1.    Decision  Makers  in  Large  User  Companies 

In  companies  with  annual  revenues  of  $500  million  or  more,  the  principal 
decision  makers  in  the  purchase  of  applications  management  outsourcing 
services  are  the  CIOs  or  the  heads  of  departments.  Others  involved  in 
outsourcing  decision  making  are  committees/teams  or  vice  presidents  and 
other  executive  management. 

Rarely  does  a  CEO  or  CFO  in  a  large  organization  make  the  decision 
regarding  the  purchase  of  AMO  services.  This  is  quite  different  from  the 
findings  of  an  INPUT  study  pubhshed  in  1994,  entitled,  "The  Role  of  the 
CFO  in  Outsourcing  Decisions".  At  that  time,  CFOs  were  almost  always 
involved  in  the  decision  to  outsource  and  often  initiated  it.  The  difference  in 
applications  management  outsourcing  decision  making  can  be  attributed  to 
the  more  technical  and  specific  nature  of  the  work  involved.  It  can  also  be 
attributed  to  the  fact  that,  in  recent  years,  organizations  have  flattened  and 
there  is  now  less  need  to  involve  top  management  in  decisions.  See  Exhibit 
III-l. 
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Exhibit  III-1 

Decision  l\/lakers — Large  Companies  (Revenues  >  $500  Million) 
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2.    Decision  Makers  in  Smaller  Companies 

In  companies  with  revenues  under  $500  million,  the  principal  decision  maker 
in  the  purchase  of  applications  management  outsourcing  services  is  the  CIO: 
43%  of  those  surveyed  identified  the  CIO  as  decision  maker. 

Others  involved  in  outsourcing  decision  making  are  committees/teams  (19%) 
and  department  heads  (14%).  The  CEO  or  other  senior  management  becomes 
involved  less  frequently — ^in  approximately  one  out  of  ten  decision  processes. 
Nevertheless,  since  there  is  a  large  population  of  smaller-sized  companies  in 
the  U.S.,  this  ten  percent  indicates  that  a  large  number  of  CEOs  or  other 
senior  management  are  involved  in  the  applications  management 
outsourcing  decision.  See  Exhibit  III-2. 
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Exhibit 


B 


Decision  Makers — Small  Companies  (Revenues  <  $500  Million) 
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Vendors  marketing  to  smaller  sized  companies  should  use  their  knowledge  of 
the  company  in  deciding  whether  to  target  the  CIO  or  to  encourage  a  team 
approach  to  the  decision-making  process.  The  latter  might  create  a  broader 
base  of  support  and  result  in  a  more  successful  sales  rate. 


User  Perceptions  of  Applications  Management  Outsourcing  Benefits  and 
Dangers 

Users  have  specific  expectations  regarding  benefits,  percent  of  IT  savings, 
and  the  role  and  responsibilities  of  the  outsourcer.  In  addition,  their  fears 
concerning  applications  management  outsourcing  can  be  identified. 


OSB6 


1.    Benefits  Expected  by  Users 

The  top  three  benefits  of  applications  management  outsourcing,  according  to 
users,  are: 

•  Avoidance  of  hiring  additional  staff 

•  Increased  focus  on  core  competencies 

•  Faster  completion  of  the  project 

These  perceived  benefits  correlate  directly  to  the  cost  and  business  pressures 
currently  being  experienced  by  IT  managers.  They  need  to  minimize 
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spending  (avoid  hiring),  redirect  focus  to  correspond  to  business  priorities 
(core  competencies),  and  accelerate  project  completion  in  order  to  maximize 
business  impact. 

Those  benefits  rated  as  having  medium  importance  (ratings  of  3.3  to  3.5), 
such  as  "cost  reduction"  and  "faster  time  to  market,"  also  reflect  the  above 
current  pressures  as  well  as  the  current  emphasis  on  customer  service. 

Users  surveyed  were  somewhat  indifferent  to  benefits  such  as  "increased 
competitiveness"  and  "balance  sheet  improvement",  as  Exhibit  III-3 
illustrates. 


Exhibit  III-3 

Perceived  Benefits  of  Applications  IVIanagement  Outsourcing 


Importance  Leve! 

Benefit 

Strong 

•  Minimize  additional  hiring 
requirements 

•  Focus  on  core  competencies 

Medium 

•  Faster  project  completion 

•  Cost  reduction 

•  Improved  customer  service 

•  Faster  time  to  market 

Indifference 

•  Increased  competitiveness 

•  Balance  sheet  improvement 

Source:  INPUT  Survey 


2.    Expected  Savings  Due  to  Applications  Management  Outsourcing 

Larger  companies  tend  to  anticipate  greater  percentages  of  savings  by 
outsourcing  applications  management. 

More  than  half  of  respondents  anticipating  savings  of  more  than  30%  are 
from  large  user  organizations.  Among  the  third  anticipating  savings  of  11-30 
percent,  approximately  60%  are  large  users.  Among  the  one-third  of  users 
surveyed  that  expect  savings  of  up  to  10%  of  their  information  technology 
(IT)  budgets,  half  represent  smaller  users.  See  Exhibit  111-4. 
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Exhibit  III-4 

Users'  Expected  Savings  from 
Applications  IVIanagement  Outsourcing 


1-10% 

1 1  -20% 

20% 

21-30% 

15% 

31%  + 

11% 

 \ — 

 1 

1  1 

0%  10%  20%  30% 

Percent  of  Respondents 


Source:  INPUT 

In  addition,  twenty-four  percent,  or  approximately  one-fourth,  of  users 
surveyed  do  not  expect  to  save  any  IT  spending  through  appHcations 
management  outsourcing.  These  respondents  tended  to  be  from  smaller 
organizations. 

3.    User  View  of  Role  of  Outsourcer  in  Applications  Management 
Outsourcing 

Nearly  two-thirds  of  users  expect  the  outsourcer,  and  not  the  applications 
developer,  to  be  responsible  for  the  maintenance  and  enhancement  of  the 
applications.  This  is  especially  true  for  legacy  applications. 

Only  one-fifth  of  respondents  believe  that  the  applications  developer  should 
be  responsible  for  maintenance  and  enhancement.  Those  who  responded  that 
the  user  should  be  responsible  were  all  from  the  smaller  sized  companies. 
See  Exhibit  III-5. 
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Exhibit  III-5 


Responsibility  for  Applications  Maintenance  and  Enhancement 


Party  Responsible 

%  of  Respondents 

Outsourcer 

60% 

Applications  Developer 

20% 

Both 

10% 

User 

10% 

Source:  INPUT 


This  user  view  implies  that  apphcations  developers  would  have  more  success 
in  this  market  if  they  become  subcontractors  to  outsourcers.  Possible  issues 
to  be  resolved  beforehand  would  include  ownership  of  code  and  responsibility 
for  fixing  problems  in  the  original  code. 

4.    User  Concerns  About  Outsourcing  Applications  Management 

Cost  is  always  a  key  user  concern  in  outsourcing  and  is  rated  as  the  highest 
concern  among  applications  management  outsourcing  users.  However,  the 
rating  of  3.5  on  a  scale  of  1-  5  is  too  low  to  constitute  a  major  concern. 

Users'  second  greatest  concern  is  that  business  priorities  could  change.  This 
concern  would  be  a  driver  of  shorter  term,  more  flexible  contracts  that  free 
users  from  feeling  "locked  in"  in  times  of  unpredictable  business  changes. 

Users  are  also  concerned  about  staff  objections  and  morale  problems  and 
about  the  possibility  of  future  changes  in  technology.  They  are  less  concerned 
about  loss  of  control  or  about  allowing  a  third  party  access  to  corporate  data, 
indicating  a  grov^ng  acceptance  of  the  concept  of  outsourcing.  See  Exhibit 
III-6. 
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Exhibit  III-6 


Cost 

Business  Priorities 
Could  Change 

Staff 
Objections/Morale 

Technology  Could 
Change 

Loss  of  Control 

Allowing  Third  Party 
to  Access  Data 


User  Concerns 


3.5 


3.2 


3.0 
2.9 
2.9 


2.8 


Average  Ratings  (5  =  "Very  Important") 


Source:  INPUT 


Vendor  Selection  Criteria  and  Rankings 


Vendors  are  selected  primarily  on  the  basis  of  applications  development 
experience. 

Users  surveyed  rated  the  well-known  service  vendors  as  top  vendors:  EDS, 
IBM/ISSC,  and  Andersen  Consulting.  Because  no  clear  leader  has  emerged 
among  vendors,  there  is  an  opportunity  in  this  market  to  provide  innovative 
leadership — innovative  in  terms  of  services  and  marketing  approach. 

1.    Vendor  Selection  Criteria 

Experience  in  applications  development  is  by  far  the  top  criterion  among 
users  for  vendor  selection,  receiving  a  rating  of  4.4  out  of  5.  The  importance 
of  this  experience  to  users  implies  that  the  applications  management 
outsourcing  market  is  a  potential  market  for  professional  services 
companies. 
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Experience  in  outsourcing  is  rated  second,  tied  with  cost.  Also  important  to 
users  in  selecting  a  vendor  are  projected  business  improvements  and 
contract  flexibility.  This  reflects  user  concerns  about  future  changes  in  their 
businesses  and  in  technology.  It  underscores  the  importance  of  contract 
flexibility.  See  Exhibit  III-7  for  the  relative  ratings  given  by  users  to  vendor 
selection  criteria. 


Vendor  Selection  Criteria 


Experience  in 
Applications 

Experience  in 
Outsourcing 

Cost 

Projected 
Business 

Contract 
Flexibility 


4.4 


4.0 


4.0 


3.9 


3.9 
H  


1.0  2.0  3.0  4.0 

Average  Ratings  (5  =  "Very  Important") 


5.0 


Source:  INPUT 


2.    Vendors  Offering  Applications  Management  Outsourcing 

A  selective  listing  of  applications  management  outsourcing  vendors, 
indicating  their  industry  specialization,  where  applicable,  appears  in  Exhibit 
III-8.  This  listing  is  not  intended  to  be  all-inclusive. 
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Exhibit  1 1 1-8 

Selected  Vendors  of  Applications  Management  Outsourcing 


Vendor 

Industry  Specialization 

ACS 

Health  Care,  Financial 

ALLTELL  Information  Services 

Financial,  Telecom 

Amdahl 

Federal,  Financial,  Retail,  Telecom, 
Utilities 

American  Management  Systems 

Federal,  Financial,  Health  Care,  S  &  L, 
Telecom 

Andersen  Consulting 

All 

CAP  Gemini  America 

Financial,  Process  Mfg.,  Telecom 

CBIS 

Telecom 

Computer  Sciences  Corp. 

All  -  especially  insurance 

Coopers  &  Lybrand 

Financial,  Discreet  Mfg.,  S  &  L  , 
Process  Manufacturing 

Digital  Equipment  Corp. 

Financial  Discreet  Mfg.  Telecom 

EDS 

All 

Ernst  &  Young 

Financial,  Process  Manufacturing, 
Retail,  Transportation 

Fiserv 

Financial 

Hewlett-Packard 

Services,  Process  Mfg.,  Disc,  Mfg. 

IBM  ISSC 

All 

Keane,  Inc. 

Utilities,  Discreet  Mfg.,  Financial 

May  &  Speh 

Financial,  Insurance,  Retail 

NCR 

Financial,  Retail 

Perot  Systems 

Health  Care,  Financial,  Utilities, 
Transportation 

Policy  Management  Systems 

Insurance 

SAIC 

Energy,  Financial  Services,  Health 
Care 

Shared  Medical  Systems 

Health  Care 

Systems  Maintenance  Specialists 

Retail 

Unisys 

Transportation,  Insurance,  Financial, 
Federal 

Source:  INPUT 
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3.    Top  Vendors  in  the  Market,  Ranked  by  Users 

Vendors  responding  to  INPUT'S  survey  ranked  top  vendors/competitors  in 
applications  management  outsourcing  according  to  the  tiers  indicated  in 
Exhibit  III-9.  Vendors  are  categorized  by  tier,  according  to  the  number  of 
times  they  were  mentioned  by  users,  with  those  in  the  first  tier  being 
mentioned  most  often,  etc. 

INPUT  beheves  that  name  recognition  was  a  factor  in  these  choices — an 
indication  that  this  is  a  valuable  marketing  advantage  in  this  market. 


Exhibit  III-9 

Top  Vendors,  Ranked  by  Users 


First  Tier 

Second  Tier 

Third  Tier 

EDS 

AT&T 

Keane,  Inc. 

ISSC 

CSC 

Unisys 

Andersen  Consulting 

MCI  Systemhouse 

GTE 

Booz  Allen 

Source:  INPUT 


4.    Top  Vendors  in  the  Market,  Ranked  by  Vendors 

Vendors  agreed  with  users  on  the  top  4  out  of  5  vendors  in  the  applications 
management  outsourcing  market.  The  top  tiers,  from  the  vendor  perspective, 
are  shown  in  Exhibit  III- 10. 


Exhibit  111-10 

Top  Vendors,  Ranked  by  Vendors 


First  Tier 

Second  Tier 

EDS 

Keane,  Inc. 

IBM/ISSC 

MCI  Systemhouse 

Andersen  Consulting 

CAP  GEMINI  America 

CSC 

Source:  INPUT 
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P  

Influence  of  Other  Services 

Applications  Management  Outsourcing  often  results  from  another  type  of 
contract,  such  as  professional  services  or  systems  integration.  Such 
development  of  new  business  from  the  existing  customer  base  can  shorten 
the  sales  cycle  considerably. 

Applications  management  is  frequently  part  of  a  broader  outsourcing 
contract.  Such  an  arrangement  sometimes  creates  a  more  attractive  business 
model  than  a  standalone  applications  management  contract.  Margins  would 
be  greater,  for  example,  if  the  applications  management 

arrangement — ^which  typically  has  pre-tax  margins  of  20-25%,  evolved  into  a 
business  operations  or  network  operations  outsourcing  contract,  with 
margins  typically  in  the  25-30%  range. 

Many  of  the  vendors  interviewed  perform  applications  management 
outsourcing  from  within  other  service  groups,  such  as  systems  integration  or 
other  professional  services  organizations. 

Year-2000  (Y2000)  projects  are  strategic  entry  points  to  future  applications 
management  outsourcing  contracts.  One  reason  is  that  users  frequently 
become  comfortable  with  the  vendor's  services  and,  as  they  become  aware  of 
other  needs,  they  tend  to  turn  to  the  same  vendor  for  assistance.  If  the 
relationship  is  one  of  mutual  trust  and  partnership,  services  can  be  extended 
to  include  potentially  all  components  of  outsourcing. 

A  second  reason  relates  to  accounting  procedures.  Y2000  accounting 
regulations  force  users  to  expense  the  cost  of  Y2000  work  in  the  period  it  is 
performed.  However,  a  move  to  an  applications  management  outsourcing 
contract  would  allow  the  cost  to  be  spread  over  the  length  of  the  contract — an 
advantage  to  users  experiencing  cost  pressures. 

Twenty-five  percent  of  Y2000  projects,  according  to  some  vendors,  will  lead 
to  future  outsourcing  contracts  once  the  Y2000  projects  are  completed. 
Projected  Year-2000  impact  on  various  aspects  of  applications  management 
outsourcing  is  shown  in  Exhibit  III- 11. 
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Exhibit  111-11 

Impact  of  Year-2000  Projects  on 
Applications  Management  Outsourcing 


E 


Aspect 

impact 

Resources 

Will  cause  constraints 

Pricing 

Will  drive  up  costs  and  prices 

Market  Growth 

Will  lead  to  additional  business, 

driving  market  growth 

Source:  INPUT 

Vendor  Concerns  About  Applications  Management  Outsourcing 

Among  vendors,  the  key  concern  regarding  applications  management 
outsourcing  offerings  is  scarce  resources.  The  resource  pool  for  many  skills  is 
shrinking  due  to  strong  demand,  especially  for  client/server  based, 
enterprise-wide  business  applications  packages,  such  as  SAP,  but  also  for 
traditional  legacy  skills  and  for  Internet-related  and  networking  skills.  Lack 
of  availability  and  higher  costs  are  becoming  a  problem  for  vendors. 

A  second  concern  is  the  relatively  long  sales  cycle  for  a  contract  that  may  be 
of  fairly  short  duration,  compared  to  contracts  in  other  outsourcing 
segments.  This  inhibitor's  rating  of  2.6  indicates  that  it  is  not  a  major 
concern.  See  Exhibit  III- 12  below. 


Exhibit  111-12 

Vendors'  Inhibitors  to  Offering  Applications  Management 


Inhibitor 

Rating* 

Scarce  Resources 

3.1 

Long  Sales  Cycle 

2.6 

*1  =  Not  Important;  5  =  Very  Important  Source:  INPUT 
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F  

Market  Outlook 


More  than  half  (55%)  of  the  vendors  surveyed  beheve  that  growth  will  reach 
a  peak  within  two  to  three  years,  driven  by  demand  for  Y2000  adjustments 
and  the  need  to  focus  existing  staff  on  new  application  development  projects. 
After  that  time,  according  to  these  vendors,  demand  is  likely  to  subside, 
followed  by  growth  at  a  somewhat  slower  pace.  Growth  rates  for  such  a 
scenario  are  portrayed  graphically  in  Exhibit  III-13. 


Exhibit  111-13 

Applications  Management  Outsourcing 
Marl<et  Growth  Rates,  1996-2004 


0  ^  i^^-^^  \  L  1  — I  1  ,  — I  L  1  — \  
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Years 


Source:  INPUT 


However,  a  large  segment  of  respondents  (40%)  believes  that  growth  will  not 
slow  at  all  and  that  applications  management  outsourcing  demand  and 
growth  will  continue  to  increase  steadily  for  the  next  five  years  and  beyond. 

The  first  scenario,  with  growth  peaking  and  then  subsiding  somewhat,  as 
portrayed  in  the  preceding  exhibit,  is  the  more  likely  to  occur.  In  either  case, 
applications  management  outsourcing  will  be  characterized  by  strong  growth 
over  the  coming  five  to  eight  year  period. 


0SB6 


©  1997  by  INPUT.  Reproduction  Prohibited. 


31 


OPPORTUNITIES  IN  APPLICATIONS  MANAGEMENT  OUTSOURCING 


INPUT 


(Blank) 


I 


©  1997  by  INPUT.  Reproduction  Prohibited. 


0SB6 


OPPORTUNITIES  IN  APPLICATIONS  MANAGEMENT  OUTSOURCING 


INPUT 


Analysis  of  Applications 
Management  Contracts 


Sizing  Applications  l\/lanagement  Contracts 


Applications  management  outsourcing  contracts  average  $10  million  in 
annual  revenue  and  four  years  in  length. 


Exhibit  IV-1 


1.    Contract  Size 

The  average  size  of  an  applications  management  outsourcing  contract, 
according  to  vendor  responses,  is  $10  million  annually,  according  to  vendor 
responses.  Among  users  surveyed,  there  was  a  relatively  large  number  of 
small  contracts,  with  most  falling  into  the  under  $5  million  in  annual 
revenue  category,  and  a  large  number  in  the  $6-10  million  category.  The 
median  size  was  under  $5  million.  See  Exhibit  IV-1. 


Average  Annual  Contract  Revenue 
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The  trend  is  for  applications  management  outsourcing  contracts  to  increase 
in  size  as  firms  look  to  outsource  their  non  core-competency  tasks.  The  larger 
contracts  usually  involve  a  more  extensive  operational  component. 

2.    Contract  Duration 

Half  of  applications  management  outsourcing  contracts,  according  to  vendors 
surveyed,  are  2  -  5  years  in  length.  The  average  length,  as  well  as  the 
median  length,  is  four  years.  Thirty-eight  percent  are  one  year  in  length,  on 
average,  while  12%  are  in  the  6-10  year  range,  according  to  those  surveyed. 
See  Exhibit  IV-2. 


Exhibit  IV-2 


Contract  Duration 


1  Year 


2-3  Years 


4-5  Years 


6-10  Years 


10  20  30 

Percent  of  Respondents  (%) 


34% 

17% 



1 

1  1 

38% 


40 


Source:  INPUT 


Because  nearly  90%  of  these  contracts  have  a  duration  of  five  years  or  less, 
vendors  should  take  the  opportunity  to  build  renewals  and  extensions  into 
contracts  wherever  possible.  By  extending  the  outsourcing  component  of  the 
contract,  vendors  gain  the  following  advantages: 

•  Additional  recurring  revenue  with  a  possibility  of  higher  margins 

•  Opportunity  to  expand  business  with  existing  customer  base,  reducing 
time  and  resources  required  for  sales  and  marketing 

Users  are  becoming  more  wary  of  long  contracts  unless  they  perceive  real 
advantage. 

One  barrier  to  longer  lasting  contracts  is  that  some  users  have  experienced 
vendor  staff  turnover  after  two  or  three  years  and  are  hesitant  to  contract 
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past  that  term,  knowing  that  they  may  be  deaUng  with  an  unknown,  or  a  less 
known,  quantity  at  that  point. 

Extensions  are  a  way  for  users  to  extend  contract  length  while  gaining  more 
control  over  vendor  staff  quality  and  greater  responsiveness  to  change. 

B  

Preferred  Pricing  Practices 

The  most  important  factor  vendors  consider  in  pricing  applications 
management  contracts  is  the  cost  of  human  resources  or  staffing. 

Scarcity  of  resources  is  a  factor  that  will  become  even  more  critical  as  Y2000 
projects  absorb  much  of  the  available  talent  pool.  The  critical  skills  needed 
are  skills  to  manage  legacy  systems,  SAP  skills  for  enterprise-wide 
applications,  and  distributed  system  and  internet-related  skills.  According 
to  a  number  of  vendors  surveyed,  service  levels — ^which,  again,  are  linked  to 
the  cost  of  resources — are  a  factor  in  pricing.  Remote  management  of 
applications  is  a  way  to  reduce  the  cost  basis  of  outsourcing  contracts. 

The  second  most  important  factor  in  pricing  is  business  value.  Many  vendors 
are  gravitating  toward  pricing  based  on  the  business  value  that  the  client 
will  receive,  instead  of  the  traditional  cost-plus  model.  Users  can  more  easily 
gain  approval  for  outsourcing  expenditures  when  there  is  a  business  case 
justification,  i.e.,  value  that  solves  a  business  problem. 

Vendors'  value  propositions  should  include  the  total  impact  that  outsourcing 
services  will  have  on  all  relevant  parts  of  a  customer  organization. 
Potentially,  applications  management  outsourcing  can  improve  a  customer's 
entire  portfolio  and  the  total  value  of  this  impact  should  be  considered  when 
pricing  services. 

Vendors  rank  the  type  of  applications  or  technology  involved  as  a  third 
important  factor  in  pricing.  During  the  vendor  interviews,  many 
respondents  observed  that  stability  of  code — ^whether  the  code  has  undergone 
extensive  changes  and  whether  these  have  been  well  documented — ^is  an 
even  bigger  factor  than  number  or  type  of  application(s).  Code  that  lacks 
stability  will  require  more  resources  to  manage  and  therefore  will  be  more 
expensive  and  should  be  priced  higher.  Vendors  point  out  that  more 
standardized,  cleaner  and  better-running  code  lends  itself  to  project 
management  methodologies,  enabling  economies  of  scale.  Therefore, 
applications  management  can  be  priced  lower  in  these  cases.  Vendors  should 
develop  a  "stability"  metric  that  allows  them  to  measure  this  aspect  and  use 
this  as  part  of  the  pricing/negotiation  process.  See  Exhibit  IV-3  for  pricing 
practices. 
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Exhibit  IV-3 

Pricing  Factors 


Pricing  Factor 

Percent  Ranking  High  in 
importance 

Percent  Ranking  Low  in 
Importance 

HR/Staffing  Costs 

68% 

14% 

Business  Value 

55% 

36% 

Source:  INPUT 


c  

Do  Users  Believe  They  Are  Getting  Value? 

When  users  were  asked  if  they  beheve  they  are  getting  good  value  for  the 
price  they  are  paying  for  appHcations  management  outsourcing  services, 
nearly  80%  of  users  respond  affirmatively,  and  another  6%  responded 
"Maybe."  Only  seventeen  percent  of  users  surveyed  believe  that  they  are  not 
getting  value  for  the  price  they  are  paying.  Exhibit  IV-4  shows  these 
responses. 


Exhibit  IV-4 

Do  Users  Beiieve  Thiey  Are  Getting  Value? 


Response 

Percent  of  Respondents 

Yes 

77% 

No 

17% 

Maybe 

6% 

Source:  INPUT 


The  high  percentage  of  "yes"  answers  may  actually  indicate  that  vendors  are 
over  delivering  or  under  pricing.  Vendors  should  review  their  business  model 
in  light  of  this  information. 

D  

A  Sampling  of  Recent  Contract  Awards 

There  were  a  significant  number  of  applications  management  outsourcing 
contract  awards  in  1996.  These  contracts  span  multiple  vendors  and 
industries  and  some  are  quite  large  and  of  long  duration.  A  sampling  of  the 
larger  contracts  is  provided  in  Exhibit  IV-5.  The  amounts  in  the  "Value" 
column  refer  to  total  revenue  over  the  duration  of  the  contract. 
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Exhibit  IV-5 

Recent  Contract  Awards 


INDUSTRY 

CUSTOMER 

VENDOR 

VALUE 

($M) 

LENGTH 
(YEARS) 

APPLICATIONfS) 

Finance 

Citizens 
Financial  Group 

ALLTEL  Info. 
Services 

NA 

5 

Financial  aoDlications  on 

1   II  itii  iwiui  CAk^ 1 1        LI 1  iw  \Ji  I 

mainframe 

Disc. 

Manufacturing 

Keystone 
International 

ACS 

12.0-18.0 

7 

SAP 

State/Local 

NY  State  Child 
Welfare 

Andersen 
Consulting 

35.0 

4 

Case  management 

Communications 

360  Degree 
Communications 

CBIS 

600 

10 

Billing,  customer  care 

Communications 

Omnipoint 

Communications 

Inc. 

CSC 

NA 

5 

Billing,  customer  care 

Utilities 

BC  Gas  Utility 
Ltd.  (Canada) 

DMR  Consulting 
Group  (Amdahl) 

10 

3 

Financial  mgt.:  assets, 
warranties,  usage,  parts 

Transportation 

Hong  Kong 
Airport  Authority 

EDS 

20 

2 

Maintenance  mgt.:  assets, 
warranties,  usage,  parts 

Communications 

Portugal 
Telecom 

GTE  Data 
Services 

87 

3 

Billing,  customer  care 

Services 

Autodesk 

Hewlett- 
Packard 

NA 

5 

SAP 

Insurance 

Prudential 

IBM  (ISSC) 

350 

5 

Asset  mgt.:  trading, 
investments,  reporting 

Utilities 

Public  Service 
Electric  &  Gas 

Keane,  Inc. 

19.2 

3.5 

Customer  info.,  human 
resources,  financial 

Services 

Cadence  Design 
Svstems 

MCI 

Svstemhouse 

NA 

5.5 

Multiple  mainframe 
applications 

Transportation 

Avis  Rent  A  Car 

Perot  Systems 
Corp. 

NA 

5 

Customer  document 
processing  (imaqinq) 

Government 
(U.K.) 

Home-Office  - 

Immigration 

Dept. 

Siemens  Bus 
Svcs/Perot 

230 

7 

Immigration  case 
management  (imaging) 

Health  Care 

New  England 
Hospitals  (2) 

Transcend 
Services,  Inc. 

6.1 

5 

Health  info,  mgt.,  medical 
records  mgt. 

Health  Care 

United 
Healthcare 

Unisys 

200.0 

9.5 

Claims  processing 

Source:  INPUT 


OSB6 


©  1997  by  INPUT.  Reproduction  Prohibited. 


37 


OPPORTUNITIES  IN  APPLICATIONS  MANAGEMENT  OUTSOURCING 


INPUT 


Noteworthy  are  the  significant  number  of  opportunities  occurring  in 
deregulating  industries,  such  as  telecommunications  and  utilities,  and  in 
overseas  markets.  Of  the  sixteen  contracts  listed  in  Exhibit  IV-4,  four  are 
contracts  with  foreign  entities  and  five  are  in  deregulating  industries. 


When  Do  Users  Outsource  Applications  IVIanagement? 

When  companies  are  in  transition  or  under  increasing  cost  or  competitive 
pressures,  they  are  more  likely  to  turn  to  Applications  Management 
Outsourcing. 

For  a  listing  of  some  of  the  catalysts  that  lead  users  to  outsource  applications 
management,  see  Exhibit  IV-6. 


Exhibit  IV-6 


User  Catalysts  for  Outsourcing  Applications  Management 


•  Corporate  strategic  initiative  requires  extensive  resources 

•  Transition  to  distributed  systems 

•  Industry  deregulation  (or  privatization  overseas) 

•  Competition  intensifying 

•  Industry  impacted  by  significant  technological  change 

•  Reengineering  effort  requires  reallocation  of  staff  focus  to 
core  competencies 

•  Cost  pressures 


Source:  INPUT 


It  would  be  useful  for  vendor  sales  and  marketing  organizations  to  monitor 
prospects  and  industries  for  these  characteristics  in  order  to  stimulate  new 
business  development. 
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Profile  of  Outsourced 
Applications 


A  

Application  Architecture  Considerations 

The  greatest  opportunity  in  applications  management  outsourcing  is  in 
managing  distributed  applications.  Distributed  applications  represent  about 
half  of  applications  management  outsourcing  contracts  currently,  but  will 
increase  to  account  for  more  than  80%  by  the  year  2001.  Seventy-six  percent 
of  respondents  thought  the  likelihood  of  applications  management 
outsourcing  for  distributed  systems  was  "high." 

The  likelihood  of  Internet  systems  management  being  outsourced  was  rated 
"medium."  However,  Internet-related  applications  were  considered 
somewhat  more  likely  to  be  outsourced  than  intranet  applications. 

The  outsourcing  of  centralized  and  desktop  applications  was  viewed  as  still 
less  likely.  See  Exhibit  V-1. 


Exhibit  V-1 

Influence  of  Architecture  on 
Likelihood  of  Outsourcing 


Type  of  Architecture 

Influence 

Distributed 

High 

Intranet 

Medium 

Internet 

Medium 

Centralized 

Low 

Desktop 

Low 

Source:  INPUT 
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The  significant  impact  of  distributed  architecture  on  opportunities  for 
appHcations  management  outsourcing  is  Hkely  to  continue  in  the  near-term. 

Internet  and  intranet  architectures  are  not  impacting  this  market 
significantly  yet,  but  will  grow  in  importance.  Many  users  still  prefer  to 
develop  and  maintain  related  applications  in-house.  But  as  these 
architectures  become  more  mainstream  and  critical  to  business  processes, 
users  are  likely  to  find  their  staffs  not  large  enough  and  lacking  appropriate 
knowledge  to  fulfill  extensive  support  requirements. 

Users  appear  somewhat  more  willing  to  turn  to  an  outsourcer  to  help  with 
Internet-related  activities  than  intranet  applications  management.  Internet 
assistance  includes  Web  hosting/content  management  and  intercompany 
communications.  As  transactions  over  the  Internet  become  more 
commonplace,  demand  for  outsourcing  assistance  is  likely  to  grow. 

Intranet  applications  will  include  workflow  applications;  World  Wide  Web 
front  ends  for  familiar  corporate  applications  such  as  expense  reporting, 
departmental  cost  centers,  and  other  internal  accounting  applications; 
training;  and  access  to  corporate  databases. 

Desktop  applications  currently  are  not  an  area  of  high  demand  for 
applications  management  outsourcing.  These  applications  are  usually 
simple  enough  to  maintain  in-house.  However,  help  desks  are  an  area  of 
strong  growth  within  the  desktop  application  segment. 


Functionality  Considerations 

The  influence  of  functionality  on  applications  management  outsourcing  is  not 
significant. 

It  was  considered  most  likely  by  companies  surveyed  that  enterprise-wide 
applications  would  be  outsourced. 

Enterprise-wide  applications  include:  customer  information  systems,  sales 
and  marketing  information  management,  customer  services  and  support,  the 
full  range  of  financial  applications,  and  others.  Demand  for  SAP 
applications  is  currently  a  driver  of  this  segment  of  the  market. 

Horizontal  applications  management  includes  accounting,  education  and 
training,  and  engineering  and  scientific  applications. 

Departmental  applications  include  sales  tracking,  department  schedulers, 
inventory  control,  plant  management,  purchasing,  and  logistics  applications. 
Departmental  applications  management  outsourcing  is  more  likely  to  occur 
among  very  large  corporations.  See  Exhibit  V-2. 
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Influence  of  Functionality  on  Applications 
Management  Outsourcing 


Enterprisewide 


Horizontal 


Departmental 


1.0 


2.5 


2.4 


2.1 


+ 


+ 


 1  

2.0  3.0  4.0 

Average  Rating  (5  =  "Very  Important") 


5.0 


Source:  INPUT 


Enterprise-wide  applications  are  driven  by  strategic  initiatives  put  in  place 
across  an  entire  corporation.  They  result  from  decisions  made  by  the  highest 
level  of  corporate  leadership,  often  resulting  from  consensus  across  divisions. 
See  Exhibit  V-3. 


Drivers  of  Outsourcing  Enterprise-wide 
Applications  Management 

Drivers 

Corporate  strategic  initiative 
Inadequate  in-house  human  resources  for  large  projects 

Source:  INPUT 


A  major  driver  for  an  enterprise- wide  applications  management  outsourcing 
contract  is  user  staffing  constraints  in  the  face  of  large  projects.  Users  lack 
adequate  resources  and,  when  evaluating  the  investment  needed,  often  turn 
to  outsourcing.  Because  they  require  widespread  agreement  and  a  large 
budget,  enterprise-wide  applications  management  contracts  can  be  more 
difficult  to  sell.  The  sales  cycle  can  be  relatively  long,  requiring  pilots  along 
the  way.  The  different  ages  of  systems  in  various  parts  of  the 
enterprise — some  as  much  as  20  years  old — can  be  problematic  for  vendors. 
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Horizontal  applications  are  characterized  by  an  easier  sell.  If  a  central  IT 
department  supports  the  horizontal  application,  it  is  more  likely  to  yield  a 
vendor  opportunity.  Again,  the  driver  is  scarcity  of  resources. 

Departmental  applications  are  viewed  as  the  least  likely  to  be  outsourced  for 
applications  management.  Inhibitors  to  outsourcing  these  applications, 
according  to  vendors  surveyed,  are  indicated  in  Exhibit  V-4. 


Exhibit  V-4 

inhibitors  to  Outsourcing 
Departmentai  Appiications 

Inhibitors/Concerns 

Budget  Constraints 
Proprietary  Nature 

Source:  INPUT 

From  the  vendor  point  of  view,  management  of  departmental  applications 
presents  several  challenges.  It  is  difficult  to  achieve  economies  of  scale  with 
these  applications,  and  it  can  be  difficult  to  "de-couple"  them  from  a  central 
system.  They  represent,  therefore,  a  less  attractive  opportunity  to  vendors. 

Nevertheless,  vendors  find  the  management  of  outsourcing  departmental 
applications  an  easier  sell  and,  because  they  are  more  confined,  they  are  less 
difficult  to  develop  or  modify,  implement  and  manage.  The  pros  and  cons  of 
departmental  applications  management  outsourcing,  from  the  vendor  point 
of  view,  are  provided  in  Exhibit  V-5. 


Exhibit  V-5 

Vendor  Views  on  Departmental  Appiications 
iVIanagement  Outsourcing 


Advantages 

Disadvantages 

Easier  to  sell  due  to  less 
involved  decision  process 

Difficult  to  achieve  economies 
of  scale 

Less  difficult  to  provide 

Difficult  to  "de-couple"  from 
central  system 

Source:  INPUT 
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c  

Users'  Internet  and  Intranet  Priorities 

Users  are  able  to  rank  Internet-  and  intranet-related  activities  according  to 
their  importance  in  user  organizations. 

1.    The  Internet 

Content  management  is  rated  by  users  as  the  most  important  Internet- 
related  activity.  Content  management  includes  such  activities  as  Web 
content  updates,  security,  and  customer  feedback.  Nearly  60%  of  users 
interviewed  rated  content  management  as  a  4  or  5  in  importance. 

Intercompany  communication  ranks  second  in  priority  to  users. 
Intercompany  communication  includes  communications  with  partners  in  a 
supply  chain:  suppliers,  distributors,  partners,  and  client  companies. 

Internet-related  activities  rated  somewhat  lower  in  importance  to  users 
include  creative  site  development  and  customer  service  centers.  Over  half  of 
users  interviewed  rate  both  of  these  activities  as  important  Internet-related 
areas.  See  Exhibit  V-6. 


Exhibit  V-6 

Users'  Internet  Priorities 


Internet  Activity 

Percent  Ranking  High  in 
Importance 

Percent  Ranlcing  Low  in 
Importance 

Content  Management 

57% 

30% 

Intercompany 
Communications 

54% 

30% 

Creative  Site 
Development 

52% 

35% 

Customer  Service  Center 

51% 

38% 

Interactive  Transactions 

43% 

38% 

Database  Mining 

34% 

36% 

Source:  INPUT 


Less  important  to  users,  currently,  are  database  mining  of  Internet-based 
customer  information  and  Internet-based  interactive  applications  such  as 
purchasing,  fulfillment,  or  technical  support.  A  factor  in  the  lower 
importance  of  these  activities  may  be  that  they  cannot  be  implemented  until 
some  of  the  higher  priority  functions  are  in  place. 

User  priorities  are  likely  to  change  as  the  technology  and  market  evolve. 
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2.  Intranets 

At  the  top  of  users'  priorities  for  intranets  is  internal  corporate 
communications:  nearly  two-thirds  of  users  interviewed  rated  this  intranet 
activity  as  important. 

Users  also  give  high  importance  ratings  to  intranet-enabled  "access  to 
corporate  data." 

The  "publication  of  internal  corporate  information"  and  "collaborative 
applications"  choices  seem  to  be  secondary  in  relative  importance  to  users. 
See  Exhibit  V-7. 


Exhibit  V-7 

Users'  Intranet  Priorities 


Intranet  Activity 

Percent  Ranking  High  In 
importance 

Percent  Ranking  Low  in 
Importance 

Internal  Corporate 
Communications 

60% 

26% 

Access  to  Corp.  Data 

57% 

26% 

Publish  Internal 
Information 

55% 

31% 

Collaborative  Applications 

48% 

12% 

Administrative  Tasks 

38% 

36% 

Develop  Browser  Front 
End 

34% 

39% 

Migrate  Existing 
Applications  to  Intranet 

29% 

50% 

Source:  INPUT 


Timing  may  be  influencing  the  lower  priorities  among  users.  For  example, 
migration  of  existing  applications  to  intranets  is  likely  to  become  a  higher 
priority  to  users  once  other  intranet-enabled  activities  become  more 
commonplace. 
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Technology  Considerations 


The  most  important  technical  consideration  when  users  are  deciding  to 
outsource  apphcations  management  is  complex  communications 
requirements,  followed  closely  by  multiple  applications.  These  are  two 
situations  in  which  the  outsourcing  of  applications  management  is  strongly 
considered.  See  Exhibit  V-8. 


Exhibit  V-8 


Technology  Considerations  in  the  Decision  to  Outsource 


Complex  Communication 
Requirements 

Multiple  Applications 

Integrated  Software 
Package 

Staff  Technical  Skills 

Migration  of  Applications 
Environment 

Central  Database 

Introduce  Object 
Technology 

Y2000 


Geographic  Spread 


Data  Transfer 


 ; 


1.00 


3.90 


3.80 


3.60 


3.45 


3.40 


3.40 


3.30 


3.00 


2.90 


2.85 
—I  


—I  

2.00  3.00  4.00 

Average  Ratings  (5  =  "Very  Important") 


5.00 


Source:  INPUT 


Other  important  technical  considerations — ^which  are,  in  effect,  drivers  of  the 
decision  in  favor  of  outsourcing — ^include:  integrated  software  packages,  staff 
technical  skills,  migration  of  applications,  and  a  centralized  database. 
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Definition  of  Terms 


A  

Outsourcing 

Outsourcing  (previously  called  Systems  Operations  and  Facilities 
Management)  was  introduced  as  an  INPUT  product/service  category  in  1990. 

Outsourcing  is  a  long-term  (greater  than  one  year)  relationship  between  a 
client  and  a  vendor  in  which  the  client  delegates  all,  or  a  major  portion,  of  an 
operation  or  function  to  the  vendor.  The  operation  or  function  may  either  be 
solely  information  systems  outsourcing-based,  or  include  information 
systems  outsourcing  as  a  major  component  (at  least  30%)  of  the  operation. 

The  critical  components  that  define  an  outsourcing  service  are: 

•  Delegating  an  identifiable  area  of  the  operation  to  a  vendor 

•  Single-vendor  responsibility  for  performing  the  delegated  function 

•  Intended,  long-term  relationship  between  the  client  and  the  vendor, 
where: 

-  The  contract  term  is  for  at  least  one  year 

-  The  client's  intent  is  not  to  perform  the  function  with  internal 
resources 

•  The  contract  may  include  non-information  systems  outsourcing  activities, 
but  information  systems  outsourcing  must  be  an  integral  part  of  the 
contract. 

•  For  1996,  the  outsourcing  product/service  subcategories  have  been 
defined  as  shown  in  Exhibit  A-1  and  defined  below: 
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Exhibit  A-1 


Outsourcing  Components 


Systems 
Operations 


Applications 
Operations 


Platform 
Operations 


Outsourcing 


Business 
Operations 


Network 
Management 


Applications 
Management 


Desktop 
Services 


Source:  INPUT 


•    Platform  Operations — The  vendor  manages  and  operates  the  computer 
systems  to  perform  the  Ghent's  business  functions,  without  taking 
responsibihty  for  the  chent's  apphcation  systems. 


•    Applications  Operations — The  vendor  manages  and  operates  the 

computer  systems  to  perform  the  chent's  business  functions,  and  is  also 
responsible  for  maintaining,  or  developing  and  maintaining,  the  client's 
application  systems. 


•  Network  Management — The  vendor  assumes  responsibility  for  operating 
and  managing  the  client's  data  communications  systems.  This  may  also 
include  the  client's  voice  communications  resources.  A  network 
management  outsourcing  contract  may  include  only  the  management 
services  or  it  may  cover  the  full  costs  of  the  communications  services  and 
equipment  plus  the  management  services. 

•  Desktop  Services — The  vendor  assumes  responsibility  for  the  deployment, 
maintenance,  and  connectivity  among  the  personal  computers  and/or 
workstations  in  the  client  organization.  The  services  may  also  include 
performing  the  help-desk  function.  Equipment  as  well  as  services  can  be 
part  of  a  desktop  services  outsourcing  contract. 

Note:  This  type  of  client  service  can  also  be  provided  through  traditional 
professional  services  where  the  contractual  criteria  of  outsourcing  are  not 
present. 
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•  Applications  Management — The  vendor  has  full  responsibility  for 
maintaining  and  upgrading  some  or  all  of  the  application  systems  that  a 
client  uses  to  support  business  operations  and  may  also  develop  and 
implement  new  application  systems  for  the  client. 

An  applications  management  contract  differs  from  traditional  software 
development  in  the  form  of  the  client/vendor  relationship.  Under 
traditional  software  development  services,  the  relationship  is  project 
based.  Under  applications  management,  it  is  time  and  function  based. 

These  services  may  be  provided  in  combination  or  separately  from 
platform  outsourcing. 

•  Business  Operations — Business  operations  outsourcing  (also  known  as 
business  outsourcing  or  functional  outsourcing)  is  a  relationship  in  which 
one  vendor  is  responsible  for  performing  an  entire  business/operations 
function,  including  the  information  systems  outsourcing  that  supports  it. 
The  information  systems  outsourcing  content  of  such  a  contract  must  be 
at  least  30%  of  the  total  annual  expenditure  in  order  for  INPUT  to 
include  it  in  the  outsourcing  market.  Examples  of  business  operations 
that  are  outsourced  include  telephone  company  billing  and  employee 
benefits  processing. 

Outsourcing  vendors  now  provide  a  wide  variety  of  services  in  support  of 
existing  information  systems.  The  vendor  can  plan,  control,  provide,  operate, 
maintain  and  manage  any  or  all  components  of  the  client's  information 
systems  environment  (equipment,  networks,  applications  systems),  either  at 
the  client's  site  or  the  vendor's  site. 


B  

Industry  Sector  Definitions 

INPUT  structures  the  information  services  market  into  industry  sectors  such 
as  process  manufacturing,  insurance,  transportation,  etc.  The  definitions  of 
these  sectors  are  based  on  the  most  recent  revision  of  the  Standard 
Industrial  Classification  (SIC)  code  system.  The  specific  industries  (and 
their  SIC  codes)  included  under  these  industry  sectors  are  detailed  in 
Exhibit  A-2. 
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Exhibit  A-2 

Industry  Sector  Definitions 


industry  Sector 

SIC  Code 

Description 

Discrete  Manufacturing 

23xx 

Apparel  and  other  finished  products 

25xx 

Furniture  and  fixtures 

27xx 

Printing,  publishing,  and  allied  industries 

31 XX 

Leather  and  leather  products 

34xx 

Fabricated  metal  products,  except  machinery 

35xx 

Industrial  and  commercial  machinery  and 

36xx 

Electronic  and  other  electrical  equipment  and 

37xx 

Transportation  equipment 

38xx 

Instruments;  photo/medical/optical  goods, 

39xx 

Miscellaneous  manufacturing  industry 

Process  IVlanufacturing 

10xx 

Metal  mining 

12xx 

Coal  mining 

■ 

13xx 

Oil  and  gas  extraction 

14xx 

Mining/quarrying  nonmetallic  minerals 

20xx 

Food  and  kindred  products 

21 XX 

Tobacco  products 

22xx 

Textile  mill  products 

24xx 

Lumber  and  wood  products,  except  furniture 

26xx 

Paper  and  allied  products 

28xx 

Chemicals  and  allied  products 

29xx 

Petroleum  refining  and  related  industries 

30xx 

Rubber  and  miscellaneous  plastic  products 

32xx 

Stone,  clay,  glass  and  concrete 

33xx 

Primary  metal  industries 

Source:  INPUT 
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Exhibit  A-2  (continued) 

Industry  Sector  Definitions 


industry  Sector 

SIC  Code 

Descrlotion 

Transportation  Services 

40xx 

Railroad  Transport 

41 XX 

Public  transit/transport 

42xx 

Motor  freight  transport/warehousing 

;>  ■  ■  .  '  ■ 

43xx 

U.  S.  Postal  Service 

44xx 

Water  transportation 

■-■ 

45xx 

Air  transportation  (including  airline 

46xx 

Pipelines,  except  natural  gas 

47xx 

Transportation  services  (including  472x, 

Telecommunications 

48xx 

Communications 

Utilities 

49xx 

Electric,  gas  and  sanitary  services 

Retail  Trade 

52xx 

Building  materials 

53xx 

General  merchandise  stores 

54xx 

Food  stores 

55xx 

Automotive  dealers,  gas  stations 

56xx 

Apparel  and  accessory  stores 

57xx 

Home  furniture,  furnishings  and  accessory 

58xx 

Eating  and  drinking  places 

59xx 

Miscellaneous  retail 

Wholesale  Trade 

50xx 

Wholesale  trade  -  durable  goods 

51 XX 

Wholesale  trade  -  nondurable  goods 

Banking  and  Finance 

60xx 

Depository  institutions 

61 XX 

Nondepository  credit  institutions 

62xx 

Security  and  commodity  brokers,  dealers 

67xx 

Holding  and  other  investment  offices 

Insurance 

63xx 

Insurance  carriers 

64xx 

Insurance  agents,  brokers  and  services 

Health  Services 

80xx 

Health  services 

Education 

82xx 

Educational  services 
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Exhibit  A-2  (continued) 

Industry  Sector  Definitions 


Industry  Sector 

SIC  Code 

Descriptfon 

Business  Services 

65xx 

Real  estate 

70xx 

Hotels,  rooming  houses,  camps  and  other 

72xx 

Personal  sen/ices 

73xx 

Business  services  (except  hotel  reservation 

73xx 

Hotel  reservation  services 

75xx 

Automotive  repair,  services  and  parking 

76xx 

Miscellaneous  repair  services 

78xx 

Motion  pictures 

79xx 

Amusement  and  recreation  services 

81 XX 

Legal  services 

83xx 

Social  services 

84xx 

Museums,  art  galleries,  and 

86xx 

Membership  organization 

87xx 

Engineering,  accounting,  research. 

89xx 

Miscellaneous  services 

Federal  Government 

9xxx 

State  and  Local 

9xxx 

Miscellaneous  Industries 

01 XX 

Agricultural  production  -  crops 

02xx 

Agricultural  production  -  livestock/animals 

07xx 

Agricultural  services 

08xx 

Forestry 

09xx 

Fishing,  hunting  and  trapping 

15xx 

Building  construction  -  general  contractors. 

16xx 

Heavy  construction  -  contractors 

17xx 

Construction  -  special  trade  contractors 
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Profiles  of  User  and  Vendor 
Respondents 


Exhibit  B-1  - 

Profile  of  User  Respondents  by  Industry 


Industry 

Percent  of 
Sample 
(%) 

Large  Companies 
(Revenues  > 
$500M) 

Small  Companies 
(Revenues  < 
$500M) 

Communications 

10 

2 

3 

Financial 

10 

4 

1 

Discrete  IVIanufacturing 

20 

7 

3 

Process  IVIanufacturing 

18 

6 

3 

Retail 

10 

3 

2 

Services 

8 

0 

4 

Utilities 

10 

3 

2 

Other 

14 

4 

3 

Total 

100% 

29 

21 

n  =  50 
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Exhibit  B-2 


Profile  of  Vendor  Respondents 


Vendor  Type 

Percent  of  Total 
Respondents  (%) 

Outsourcsr 

4U 

Consultant 

20 

Professional  Services  Vendor 

20 

Applications  Developer 

20 

Total 

100% 

n  =25 
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User  and  Vendor  Questionnaires 
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USER  QUESTIONNAIRE 
OUTSOURCING  OF  APPLICATIONS  MANAGEMENT 


1.  Who  is  the  decision  maker  for  apphcations  management  outsourcing  in  your 
company/organization? 

 CIO 

 CFG 

 Department  Head 

 CEO 

 Other.  Please  tell  me  who  it  is  

Comment  


2.  On  a  scale  of  1  to  5  (1  =  no  benefit;  5  =  major  benefit)  how  would  you  rate  the  following 
potential  business  benefits: 

 Cost  reduction 

 Balance  sheet  improvement 

 Faster  time  to  market 

 Avoid  hiring  additional  staff 

 Increased  focus  on  core  competencies 

 Improved  customer  service 

 Faster  completion  of  project 

 More  competitive 

 Other  

Comment  
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On  a  scale  of  1  to  5  (1  =  no  benefit,  5  =  major  benefit)  how  would  you  rate  the  following 
potential  technical  benefits? 

 Acquire  new  technology,  skills 

 Smooth  migration  (to  new  application  or  computing  environment) 

 Better  use  of  existing  staffs  technology  skills 

 Improved  data  transfer  capabilities 

 Help  overcome  Year-2000  issues 

 Other 

Comment  


What  percent  of  your  total  IT  costs,  if  any,  do  you  expect  to  save  by  outsourcing 
Applications  Management? 

 0% 

 1-10% 

 11-20% 

 21-30% 

 31+% 

Comment  


Please  rate  the  following  concerns  about  outsourcing  on  a  scale  of  1  to  5  (1  =  no  concern, 
5  =  major  concern) 

 Allowing  a  third  party  access  to  critical  data 

 Cost 

 Staff  objections/morale 

 Technology  could  change 

 Business  priorities  could  change 

 Loss  of  control  to  outside  company  or  companies 

 Other:  

Comment 
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6.   Please  rate  on  a  scale  of  1  to  5  (1  =  unimportant,  5  =  important)  the  criteria  your 
organization  uses  to  select  a  vendor. 

 Experience  in  applications  development 

 Experience  in  outsourcing 

 Cost 

 Projected  business  improvement 


Contract  flexibility  (e.g.,  value  pricing,  built-in  upgrades, 
risk  sharing) 


 Other 

Comment 


7.  a.  Who  do  you  consider  the  top  three  vendors  of  applications  management 
outsourcing? 


b.  What  vendor  are  you  using  for  your  current  applications  management  outsourcing 
contract(s)?  

8.  What  other  applications  management  outsourcing  vendors  are  you  aware  of? 


Comment 
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9.  Who  do  you  expect  to  be  responsible  for  ongoing  applications  maintenance  and 
enhancement? 

 The  applications  developer 

 The  outsourcer 

 Other 

Comment  


10.  Which  of  the  following  Internet  acxtivities  or  applications  do  you  consider  the  most 
important?  Please  rate  the  activities  on  a  scale  of  1-5,  with  5  =  "Very  Important". 

Application  Most  Important  Rating 

Creative  services  for  Web  site  development 

Content  management  (updates,  customer  feedback) 

Interactive:  orders,  fulfillment,  tech  support  for  customers 

Database  mining  of  customer  information 

Intercompany  communications 

Customer  service  center 

Other  

Comment  


11.  Which  of  the  following  intranet-related  activities  do  you  consider  the  most  important? 
Please  rate  the  activities  on  a  scale  of  1-5,  with  5  =  "Very  Important". 

Application  Most  Important  Rating 

Develop  browser  front-end  for  existing  applications 

Migration  of  existing  applications 

Publishing  of  internal  corporate  information 

Collaborative  applications  to  enhance  productivity 

Administrative  tasks  (directory,  benefits,  travel,  supplies,  etc.) 

Access  to  corporate  data 

Intracompany  communications,  including  worldwide  sites 
Other:  [  

Comment  
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12.  a.  Do  you  believe  that  you  are  getting  good  value  for  the  price  you  are  paying  for 
applications  management  outsourcing?  Y/N 

C  omment  


b.  What  is  the  annual  cost  of  your  current  AMO  contract(s)?  If  you  cannot  give  an  exact 
cost,  please  indicate  the  range  from  the  following  choices: 


$1- 

-$5M 

$6- 

-$10M 

$11- 

-$15M 

$16- 

-$20M 

$21- 

-$30M 

$31- 

-$40M 

$41- 

-$50M 

$51M+ 

Comment 


13.  What  is  the  length  of  your  applications  management  outsourcing  contract? 

 1  year 

  2  years 

  3  years 

  4  years 

  5  years 

  6  years 

  7  years 

  8  years 

  9  years 

 10  years 

 More  than  10  years 

Comment  
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14.  a.  Do  you  think  that  the  need  for  appHcations  management  outsourcing  will  increase 
over  time?  Y/N 

b.   If  yes,  when  do  you  think  it  will  be  at  its  highest  level? 

 In  next  1-2  years 

 In  next  3-4  years 

 In  5+  years 

Comment  


15.  a.  What  percent  of  the  maintenance  and  enhancement  of  new,  distributed  applications  is 
outsourced  at  your  organization?  What  percent  might  be  outsourced  in  the  year  2000? 

Percent  currently  outsourced  Percent  in  Y2000 

 Under  25%   Under  25% 

26% -50%  26%-50% 


51%  -75%   51%-75% 


 76%-100%   76%-100% 

Comment  


b.   On  a  scale  of  1  to  5,  how  likely  do  you  think  it  is  that  a  move  to  distributed  systems 
will  be  accompanied  by  the  outsourcing  of  Applications  Management  during  the 
transition? 

Comment  


16.  What  architectures  are  most  likely  to  require  applications  management  outsourcing? 
Please  rate  the  likelihood  of  each  as  low,  medium  or  high: 

Architecture  Low  Medium  High 

Centralized 

Distributed 

Desktop 

Intranet 

Internet 

Comment  
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17.  Which  type  of  appHcations  are  the  most  Hkely  candidates  for  the  outsourcing  of 
apphcations  management?  Please  rate  from  1-3  (least  likely  =  1,  most  likely  =  3). 

 Enterprise-wide  applications 

 Horizontal  applications 

 Departmental  applications 

Comment  


18.  Which  of  the  following  technical  considerations  were  factors  in  your  organization's 
decision  to  use  an  outsourcer  for  applications  management?  Please  rate  1-5 
(1  =  least  important,  5  =  very  important). 

 Complex  communication  requirements 

 Interaction  with  multiple  applications 

 Use  of  centralized  database 

 Introduction  of  object  technology 

 Implementation  of  integrated  software  packages,  such  as  SAP 

 Number  of  lines  of  code  in  applications 

 Geographic  spread  of  application  code 

 Year-2000  Issues 

 Other 

Comment  .  


Thank  you  for  your  time  and  consideration.  It  will  be  INPUT'S  pleasure  to  send  you  an 
Executive  Summary  of  this  study  when  it  is  completed. 
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VENDOR  QUESTIONNAIRE 
OUTSOURCING  OF  APPLICATIONS  MANAGEMENT 

1.  What  is  the  size  of  your  company  in  terms  of  annual  revenue? 

 Under-$100M 

$200-$500M 

 $500M-$1B 

 >$1B 

2.  a.  What  type(s)  of  appHcations  does  your  company  manage?  and  for  what  industry? 

Apphcation  Industry 


Comment 


b.   Do  you  speciahze  in  apphcations  management  outsourcing  services  to  a 
particular  industry?  Y/N  If  yes,  which  one? 


Comment 
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3.  What  are  your  company's  concerns,  if  any,  about  offering  applications  management 
outsourcing  (AMO)?  Please  rate  from  1  to  5  (1  =  not  a  concern,  5  =  major  concern). 

 Insufficient  demand 

 Low  margins/poor  business  model 

 Small  contract  size 

 Short  duration  of  contracts 

 Sales  cycle  too  long 

 Scarce  resources  ' 

 Other:  

C  omment  


Outside  of  your  own  company/organization,  who  do  you  consider  the  top  three  vendors  of 
applications  management  outsourcing? 

1.  

2.  

3.  

Comment  


5.  a.  Do  you  think  that  the  demand  for  AMO  will  increase  over  time?  Y/N 
Comment  


b.  In  your  view,  when  will  the  demand  for  AMO  reach  its  highest  level  over  the  next  5 
years? 


 Next  1-2  years 

 Next  3—4  years 

 In  5+  years 

Comment 
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6.   a.  On  a  scale  of  1-5,  how  likely  do  you  think  it  is  that  a  move  to  distributed  systems 
will  be  accompanied  by  AMO  during  the  transition?  

Comment  


b.  Does  your  experience  in  this  market  indicate  that  the  trend  toward  Internet  and 
intranet  usage  is  a  driver  of  AMO  demand?  Y/N 

Comment  


7.  What  architectures  are  most  likely  to  require  AMO?  Please  rate  the  likelihood  of  each  as 
low,  medium  or  high. 

Architecture  Low  Medium  High 

Centralized 

Distributed 

Desktop 

Intranet 

Internet 

Comment  


8.  Which  type  of  applications  are  the  most  likely  candidates  for  AMO?  Please  rate  from  1-3 
(least  likely  =  1,  most  likely  =  3). 

 Enterprise-wide  applications 

 Horizontal  applications 

 Departmental  applications 

Comment  
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9.  What  is  the  annual  value  of  your  current  AMO  contract(s)?  If  you  cannot  give  an  exact 
value,  please  indicate  the  range  of  value  from  the  following  choices: 


< 

$5M 

$6- 

-$10M 

$11- 

-$15M 

$16- 

-$20M 

$21- 

-$30M 

$31- 

-$40M 

$41- 

-$50M 

$51M+ 

Comment 


10.  What  is  the  length  of  your  AMO  contract(s)? 

 1  year 

  2  years 

  3  years 

  4  years 

  5  years 

  6  years 

  7  years 

  8  years 

  9  years 

 10  years 

 More  than  10  years 

Comment  
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11.  How  important  are  each  of  these  factors  in  the  pricing  of  your  AMO  services?  Select  and 
rate  1-5,  with  5  =  most  important. 

 Number  of  Hnes  of  code? 

 Type  of  apphcation/technology 

 Human  resources/Cost  of  staffing 

 Business  value  for  client 

 Market  demand 

 Volume  of  business  transactions 

 Competitors'  prices 

 Other:  

Comment  


12.  What  are  your  rates  for  AMO? 


Comment 


Thank  you  for  your  time  and  consideration.  It  will  be  INPUT'S  pleasure  to  send  you  an 
Executive  Summary  of  this  study  when  it  is  completed. 
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